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CHAPTER 230
EXEMPTIONS PRIMARILY BENEFITING MANUFACTURERS AND

OTHER PERSONS ENGAGED IN PROCESSING
IAC 12/7/05

Rules in this chapter include cross references to provisions in 701—Chapters 15, 18 and 26 that
were applicable prior to July 1, 2004.

701—230.1  Reserved.

701—230.2(423)  Carbon dioxide in a liquid, solid, or gaseous form, electricity, steam, and tax-
able services used in processing.  An expanded definition of “processing” is allowed to manufactur-
ers of food products for human consumption using carbon dioxide in a liquid, solid, or gaseous form,
electricity, steam, and taxable services.

230.2(1) “Manufacturer” characterized.  A manufacturer is a person or entity different from a mer-
chant, dealer, or retailer.  See Commonwealth v. Thackara Mfg. Co., 27 A. 13 (Pa. 1893).  In order for a
business to be a manufacturer, the principal business of that business must be manufacturing.  See As-
sociated General Contractors v. State Tax Commission, 123 N.W.2d 922 (Iowa 1963).  Another dis-
tinction is that a merchant or retailer sells in order to earn a profit and a manufacturer sells to take profits
already earned from prior activity.  See State v. Coastal Petrol Inc., 198 So. 610 (Ala. 1940).  A person
primarily engaged in selling tangible personal property in order to earn a profit and only incidentally
engaged in creating products suitable for use from raw materials is not a manufacturer.  A retail grocery
store, incidentally and not primarily engaged in manufacturing activities such as meat cutting or pro-
duction and packaging of baked goods, is not a “manufacturer of food products for human consump-
tion” and is not entitled to claim the special processing exemption allowed to those manufacturers.
Retail food stores, restaurants, and other persons incidentally engaged in food manufacturing activities
can, however, continue to claim on their incidental processing activities the processing exemption al-
lowed to persons who are not manufacturers of food products for human consumption.  See rule
701—230.3(423).

230.2(2) The following activities constitute processing when performed by a manufacturer to
create food products for human consumption.  Any carbon dioxide in a liquid, solid, or gaseous form,
electricity, steam, or other taxable services primarily used in the performance of these activities is ex-
empt from tax.

a. Treatment of material that changes its form, context, or condition in order to produce a market-
able food product for human consumption.  “Special treatment” of the material to change its form, con-
text, or condition is not necessary to lawfully claim the exemption.  Examples of “treatment” which
would not be “special” are the following:  the washing, sorting and grading of fruits or vegetables; the
washing, sorting, and grading of eggs; and the mixing or agitation of liquids.  By way of contrast, steril-
ization would be “special treatment.”

b. Maintenance of the quality or integrity of the food product and the maintenance or the chang-
ing of temperature levels necessary to avoid spoilage or to hold the food in marketable condition.  Any
carbon dioxide in liquid, solid, or gaseous form, electricity, steam, or other taxable service used in
freezers, heaters, coolers, refrigerators, or evaporators used in cooling or heating which holds the food
product at a temperature necessary to maintain quality or integrity or to avoid spoilage of the food or to
hold the food product in marketable condition is exempt from tax.  It is not necessary that the taxable
service be used to raise or lower the temperature of the food.  Also, processing of food products for
human consumption does not cease when the food product is in marketable form.  Any carbon dioxide
in liquid, solid, or gaseous form, electricity, steam, or taxable service used to maintain or to change a
temperature necessary to keep the product marketable is exempt from tax.
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c. Any carbon dioxide in liquid, solid, or gaseous form, electricity, steam, or other taxable service
primarily used in the maintenance of environmental conditions necessary for the safe or efficient use of
machinery or material used to produce the food product is exempt from tax.  For example, electricity
used to air-condition a room in which meat is stored is exempt from tax if the purpose of the air condi-
tioning is to maintain the meat in a condition in which it is easy to slice rather than for the comfort of the
employees who work in the room.

d. Any carbon dioxide in liquid, solid, or gaseous form, electricity, steam, or taxable service pri-
marily used in sanitation and quality control activities is exempt from tax.  Nonexclusive examples
exempt from tax include taxable services used in pH meters, microbiology counters and incubators
used to test the purity or sanitary nature of a food product.  For example, electricity used in egg-
candling lights would be exempt from tax.  Also, electricity, steam, or any taxable service used to pow-
er equipment which cleans and sterilizes food production equipment would be exempt from tax.  Elec-
tricity used to power refrigerators used to store food samples for testing would be exempt from tax.
Finally, electricity used to power “bug lights” or other insect-killing equipment used in areas where
food products are manufactured or stored would be exempt from tax.

e. Any carbon dioxide in liquid, solid, or gaseous form, electricity, steam, or taxable service used
in the formation of packaging for marketable food products for human consumption is exempt from
tax.  For example, electricity used in plastic bottle-forming machines by a food manufacturer is exempt
from tax if the plastic bottles will be used to hold a marketable food product, such as milk.  Any electric-
ity, steam, or other taxable service used in the heating, compounding, liquefying and forming of plastic
pellets into these plastic bottles is exempt.

f. Any carbon dioxide in liquid, solid, or gaseous form, electricity, steam, or taxable service used
in placement of the food product into shipping containers is exempt from tax.  For example, electricity
used by a food manufacturer to place food products into packing cases, pallets, crates, shipping cases,
or other similar receptacles is exempt.

g. Any carbon dioxide in liquid, solid, or gaseous form, electricity, steam, or taxable service used
to move material which will become a marketable food product or used to move the marketable food
product itself until shipment from the building of manufacture is exempt from tax.  This includes, but is
not limited to, taxable services used in pumps, conveyors, forklifts, and freight elevators moving the
material or food product and taxable services used in door openers which open doors for forklifts or
other devices moving the material or product.  Any loading dock which is attached to a building of
manufacture is a part of that building.  Any electricity, steam, or taxable service used to move any food
products to a loading dock is exempt from tax.  If a food product is carried outside its building of
manufacture by any conveyor belt system, electricity used by any portion of the system located outside
the building is taxable.

This rule is intended to implement Iowa Code section 423.3(49).

701—230.3(423)  Services used in processing.  Electricity, steam, or any taxable service is used in
processing only if the service is used in any operation which subjects raw material to some special
treatment which changes, by artificial or natural means, the form, context, or condition of the raw ma-
terial and results in a change of the raw material into marketable tangible personal property intended to
be sold ultimately at retail.  The following are nonexclusive examples of what would and would not be
considered electricity, steam, or taxable services used in processing:

230.3(1) The sales price from the sale of electricity or steam consumed as power or used in the actu-
al processing of tangible personal property intended to be sold ultimately at retail would be exempt
from tax.  The sales price is to be distinguished from that of electricity or steam consumed for the pur-
pose of lighting, ventilating, or heating manufacturing plants, warehouses, or offices.  The latter sales
price would be taxable.
IAC 12/7/05
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230.3(2) The sales price from electricity used in the freezing of tangible personal property, ulti-
mately to be sold at retail, to make the property marketable would be exempt from sales tax.  See
Fischer Artificial Ice & Cold Storage Co. v. Iowa State Tax Commission, 81 N.W.2d 437 (Iowa 1957).

230.3(3) Electricity used merely in the refrigeration or the holding of tangible personal property
for the purpose of preventing spoilage or to preserve the property in its present state would not be “used
in processing” and, therefore, its sales price would be subject to tax.  See Fischer Artificial Ice, supra.

Measurement of taxable and nontaxable use of electricity and steam.  The exemption provided in
the case of electricity or steam applies only upon the sales price from the sale of electricity or steam
when the energy is consumed as power or is used in the processing of food products or other tangible
personal property intended to be sold ultimately at retail, as distinguished from electricity or steam
which is consumed for taxable purposes.  When practical, electricity or steam consumed as power or
used directly in processing must be separately metered and separately billed by the supplier thereof to
clearly distinguish energy so consumed from electricity or steam which is consumed for purposes or
under conditions in which the exemption would not apply.  If it is impractical to separately meter elec-
tricity or steam which is exempt from that electricity or steam upon which tax will apply, the purchaser
must furnish an exemption certificate to the supplier with respect to what percentage of electricity or
steam in the case of each purchaser is subject to the exemption.  Reference 701—subrule 15.3(2).  The
exemption certificate must be supported by a study showing how the percentage was developed.  When
a certificate and study are accepted by the supplier as a basis for determining exemption, any changes
in the processing method, changes in equipment or alterations in plant size or capacity affecting the
percentage of exemption will necessitate the filing of a new and revised statement by the purchaser.
When the electric or steam energy is separately metered, enabling the supplier to accurately apply the
exemption in the case of processing energy, the purchaser need only file an exemption certificate since
the supplier, under such conditions, will separately record and compute the consumption of energy
which is exempt from tax apart from that energy which is subject to tax.

This rule is intended to implement Iowa Code section 423.3(49).

701—230.4(423)  Chemicals, solvents, sorbents, or reagents used in processing.  Chemicals, sol-
vents, sorbents, and reagents directly used and consumed, dissipated, or depleted in processing tangi-
ble personal property intended to be sold ultimately at retail shall be exempt from sales and use tax.  For
the purpose of this processing exemption rule, free newspapers and shoppers’ guides are considered to
be retail sales.  See 701—Chapter 211 for definition of the words “chemicals,” “solvents,” “sorbents,”
and “reagents.”

For the purpose of this rule, a catalyst is considered to be a chemical, solvent, sorbent, or reagent.  A
catalyst is a substance which promotes or initiates a chemical reaction and, as such, is exempt from tax
if consumed, dissipated, or depleted during processing of tangible personal property intended to be
ultimately sold at retail.

To qualify for this exemption, all of the following conditions must be met:
1. The item must be a chemical, solvent, sorbent, or reagent.
2. The chemical, solvent, sorbent, or reagent must be directly used and consumed, dissipated, or

depleted during processing as defined in referenced rule 701—18.29(422,423).
3. The processing must be performed on tangible personal property intended to be sold ultimate-

ly at retail.
4. The chemical, solvent, sorbent, or reagent need not become an integral or component part of

the processed tangible personal property.
This rule is intended to implement Iowa Code section 423.3(50).
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701—230.5(423)  Exempt sales of gases used in the manufacturing process.  Sales of argon and
other similar gases to be used in the manufacturing process are exempt from tax. For the purposes of
this rule, only inert gases are gases which are similar to argon.  An “inert gas” is any gas which is nor-
mally chemically inactive.  It will not support combustion and cannot be used as either a fuel or as an
oxidizer.  Argon, helium, neon, krypton, radon, and xenon are inert gases.  Oxygen, hydrogen, and
methane are nonexclusive examples of gases which are not inert.  These sales are exempt only if the gas
is purchased by a “manufacturer,” for use in “processing,” as those terms are defined in referenced
701—subrule 18.58(1).

This rule is intended to implement Iowa Code section 423.3(51).

701—230.6(423)  Sale of electricity to water companies.  The sales price from the sale of electricity
to water companies assessed for property tax pursuant to Iowa Code sections 428.24, 428.26, and
428.28, which is used solely for the purpose of pumping water from a river or well is exempt from sales
tax.  For the purposes of this rule, “river” means a natural body of water or waterway that is commonly
known as a river.  “Well,” for the purposes of this rule, means an issue of water from the earth; a mineral
spring; a pit or hole sunk into the earth to reach a water supply; a shaft or hole sunk to obtain oil, water,
gas, etc.; or a shaft or excavation in the earth, in mining, from which run branches.  Pacific Gas and
Electric Company v. Hufford, 319 P.2d 1033, 1040 (Calif. 1957), citing Webster’s New International
Dictionary, 2nd ed., unabridged.

This rule is intended to implement Iowa Code section 423.3(52).

701—230.7(423)  Wind energy conversion property.  The sales price from the sale of property used
to convert wind energy to electrical energy or the sales price from the sale of materials used to manufac-
ture, install, or construct property used to convert wind energy to electrical energy is exempt from tax.

For the purposes of this rule, “property used to convert wind energy to electrical energy” means any
device which converts wind energy to usable electrical energy including, but not limited to, wind char-
gers, windmills, wind turbines, pad mount transformers, substations, power lines, and tower equip-
ment.

This rule is intended to implement Iowa Code section 423.3(53).

701—230.8(423)  Exempt sales or rentals of core making and mold making equipment, and sand
handling equipment.  This rule is applicable to the period beginning on or after July 1, 2004.

230.8(1) Exempt sales and rentals of machinery and equipment.  The sales price from sales or rent-
als of core making, mold making, and sand handling machinery and equipment directly and primarily
used by a foundry in the mold making process is exempt from tax.  For the purposes of this rule, a
“foundry” is an establishment where metal, but not plastic, is melted and poured into molds.  A nonex-
clusive list of equipment which may be exempt under this rule includes sand storage tanks, conveyers,
patterns, mallor controllers, and sand mixers.  A nonexclusive list of items which would not be ex-
empted by this rule includes sand and other materials (as opposed to equipment) used to build molds or
cores, and supplies.  Services used in the mold making process are not exempted from tax by this rule.
For the purposes of this rule, core making, mold making, and sand handling equipment also include
replacement parts necessary for the operation of the equipment which is used directly and primarily by
a foundry in the mold making process.  Reference 701—subrule 18.58(1) for definitions of “directly
used,” “equipment,” “machinery,” “replacement part” and “supplies.”

230.8(2) Exempt sales of fuel and electricity.  The sales price from sales of fuel used in creating
heat, power, or steam for, or used for generating electric current for, or electric current sold for use in
machinery or equipment the sale or rental of which is exempt under subrule 230.8(1) is exempt from
tax.
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230.8(3) Exempt design and installation services.  The sales price from furnishing design and
installation services, including electrical and electronic installation, of machinery and equipment the
sale or rental of which is exempt under subrule 230.8(1) is exempt from tax. Reference rule
701—26.16(422) for characterizations of the words “installation” and “electronic installation.”

This rule is intended to implement Iowa Code section 423.3(82).

701—230.9(423)  Chemical compounds used to treat water.  Chemical compounds placed in water
which is ultimately sold at retail should be purchased exempt from the tax.  The chemical compounds
become an integral part of property sold at retail.  Chemical compounds placed in water which is direct-
ly used in processing are exempt from the tax, even if the water is consumed by the processor and not
sold at retail.

Chemical compounds which are used to treat water that is not sold at retail or which are not used
directly in processing shall be subject to tax.  An example would be chlorine or other chemicals used to
treat water for a swimming pool.

Special boiler compounds used by processors when live steam is injected into the mash or sub-
stance, whereby the steam liquefies and becomes an integral part of the product intended to be sold at
retail and also becomes a part of the finished product, shall be exempt from tax.

This rule is intended to implement Iowa Code section 423.3(50).
[Filed 11/16/05, Notice 10/12/05—published 12/7/05, effective 1/11/06]
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